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SUBJECT: HR DESIGN NEWS CORNER: PAY FOR PERFORMANCE
A. DHS TODAY - DECEMBER 26, 2003
1. IN DISCUSSING PAY AND PERFORMANCE MANAGEMENT SYSTEMS DURING THE
NATIONWIDE FOCUS GROUPS, DHS EMPLOYEES SAID THAT EXCEPTIONAL PERFORMERS
SHOULD BE REWARDED MORE CONSISTENTLY AND FREQUENTLY. AT THE SAME TIME,
HOWEVER, THEY LIKED THE FAMILIARITY AND PREDICTABILITY OF THE CURRENT PAY
SYSTEM AND EXPRESSED SOME CONCERNS ABOUT PERFORMANCE-BASED SYSTEMS.
2. FOR EXAMPLE, EMPLOYEES HAD QUESTIONS ABOUT HOW PAY WOULD BE BASED AND HOW
INDIVIDUALS COULD PROGRESS ON THE PAY SCALE. THEY ALSO WANTED TO ENSURE
CONSISTENCY AND FAIRNESS IN THE WAY THE SYSTEM WAS ADMINISTERED.
ADDITIONALLY, THEY FELT THAT THE SYSTEM SHOULD REWARD ALL EMPLOYEES WHO MET
EXPECTATIONS, NOT JUST THOSE WHO EXCEEDED THEM.
3. BECAUSE DHS IS CURRENTLY IN THE PROCESS OF COMPLETING PROPOSED
REGULATIONS FOR ITS NEW PERSONNEL SYSTEM, THE REGULATORY PROCESS RESTRICTS
THE DEPARTMENT FROM DISCUSSING ANY DETAILS BEFORE THEY ARE FINALIZED AND
PUBLISHED IN THE FEDERAL REGISTER. HOWEVER, A KEY POINT TO SHARE IS THAT
THERE WILL NOT BE A REDUCTION IN PAY OR BENEFITS FOR EMPLOYEES AS A RESULT
OF CONVERSION TO THE NEW SYSTEM.
4. THIS WEEKS ARTICLE SPOTLIGHTS SOME OF THE KEY FINDINGS FROM THE DESIGN
TEAMS RESEARCH ON PAY FOR PERFORMANCE, INCLUDING WHAT IT IS, THE DIFFERENT
WAYS IT CAN BE ADMINISTERED, AND WHY ORGANIZATIONS USE IT.
5. WHAT IS PAY FOR PERFORMANCE? IN THE CURRENT GS SYSTEM, PAY RAISES ARE
GENERALLY GIVEN TO ALL EMPLOYEES IN STANDARD AMOUNTS AT PRE-PROGRAMMED TIME
INTERVALS (E.G., EVERY 1-3 YEARS). THIS SYSTEM, WHILE PREDICTABLE, HAS BEEN
WIDELY CRITICIZED BY EXPERTS FOR REWARDING INDIVIDUALS FOR THEIR LENGTH OF
SERVICE IRRESPECTIVE OF HOW WELL THEY ARE PERFORMING. DHS EMPLOYEES VOICED
SIMILAR CONCERNS, STATING THE CURRENT SYSTEM DOES NOT RECOGNIZE DIFFERENCES
IN PERFORMANCE BECAUSE EMPLOYEES GET PAID THE SAME REGARDLESS OF HOW HARD
THEY WORK.
6. PAY FOR PERFORMANCE IS THE CONCEPT OF PROVIDING A PAY INCREASE, BONUS, OR
OTHER REWARD BASED ON "PERFORMANCE" (E.G., ACHIEVEMENT OF A PERFORMANCE GOAL
OR POSITIVE PERFORMANCE APPRAISAL RATING). ORGANIZATIONS TIE PAY TO
PERFORMANCE IN VARIOUS WAYS. THEY MAY BASE PAY ON MEASURES OF INDIVIDUAL,
TEAM, OR ORGANIZATIONAL PERFORMANCE. THEY MAY USE PERFORMANCE PAY IN
COMBINATION WITH OTHER TYPES OF PAY INCREASES AND REWARDS, SUCH AS A MARKET-
BASED OR COST-OF-LIVING INCREASES, OR BONUSES PROVIDED THROUGH AN AWARDS
PROGRAM.
7. AT THE FEDERAL AVIATION ADMINISTRATION (FAA), EMPLOYEES ARE EVALUATED AND
REWARDED BASED ON INDIVIDUAL AND ORGANIZATIONAL PERFORMANCE. EACH YEAR, ALL
EMPLOYEES IN GOOD STANDING RECEIVE A PAY RAISE BASED ON ACHIEVEMENT OF
ORGANIZATIONAL GOALS. HIGH PERFORMERS ARE ALSO ELIGIBLE TO RECEIVE AN
ADDITIONAL "MERIT" PAY INCREASE BASED ON THE ACCOMPLISHMENT OF THEIR
INDIVIDUAL PERFORMANCE GOALS. PAY INCREASES ARE NOT PROVIDED TO POOR
PERFORMERS OR EMPLOYEES WITH CONDUCT ISSUES.
8. AT ORGANIZATIONS SUCH AS VERIZON, ANHEUSER-BUSCH, AND GENERAL ELECTRIC,
PAY RAISES ARE BASED SOLELY ON INDIVIDUAL PERFORMANCE. THE AMOUNT OF AN
EMPLOYEE'S MERIT INCREASE IS BASED ON THEIR PERFORMANCE APPRAISAL RATING.
THESE INCREASES CAN BE A FIXED DOLLAR AMOUNT OR A PERCENTAGE OF SALARY. FOR
EXAMPLE, ALL EMPLOYEES RATED "SATISFACTORY" MIGHT RECEIVE A NOMINAL INCREASE
AND ALL EMPLOYEES RATED "OUTSTANDING" MIGHT RECEIVE A HIGHER AMOUNT.
9. COST CONTROL IS A SIGNIFICANT ISSUE FOR MANY ORGANIZATIONS WITH PAY FOR
PERFORMANCE SYSTEMS. TO CONTROL COSTS, SOME ORGANIZATIONS USE MECHANISMS
SUCH AS FORCED DISTRIBUTION IN THEIR APPRAISAL PROCESS, IN WHICH MANAGERS
HAVE LIMITS ON THE NUMBER OF EMPLOYEES THAT CAN BE RATED IN EACH CATEGORY.
THE PROBLEM WITH FORCE DISTRIBUTIONS IS SELF EVIDENT: WHAT HAPPENS WHEN MORE
THAN THE ALLOCATED PERCENTAGE PERFORMS AT AN EXCEPTIONAL LEVEL?
10. IN RESPONSE TO THIS PROBLEM, OTHER ORGANIZATIONS USE PAY POOLS TO
CONTROL COSTS. WITH THIS APPROACH, THERE ARE NOT LIMITS ON THE NUMBER OF
EMPLOYEES IN EACH RATING CATEGORY, BUT THE AMOUNT OF THE MERIT INCREASE MAY
VARY AS A FUNCTION OF THE AVAILABLE BUDGET (OR SIZE OF THE "PAY POOL") AND
THE DISTRIBUTION OF PERFORMANCE RATINGS. SOME EXPERTS BELIEVE THAT A PAY
POOL APPROACH INCREASES FAIRNESS AND CONSISTENCY. THEY SUGGEST THAT
PERFORMANCE RATINGS MORE ACCURATELY REFLECT TRUE PERFORMANCE LEVELS AS
EMPLOYEES WITH THE SAME RATING RECEIVE EQUAL SALARY INCREASES, RATHER THAN
TRYING TO FORCE-FIT PREDETERMINED QUOTAS.
11. WHY HAVE PAY FOR PERFORMANCE? TYING PAY TO PERFORMANCE ALLOWS
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ORGANIZATIONS TO PROVIDE MONETARY INCENTIVES TO ENCOURAGE EMPLOYEES TO
PERFORM AT THEIR HIGHEST LEVEL, BENEFITING BOTH THE ORGANIZATION AND
INDIVIDUAL EMPLOYEES. FROM AN ORGANIZATIONAL PERSPECTIVE, PAY FOR
PERFORMANCE REINFORCES AN ORGANIZATIONS MISSION BY MOTIVATING PEAK
PERFORMANCE AND REWARDING BEHAVIORS THAT SUPPORT ORGANIZATIONAL GOALS. FROM
AN EMPLOYEE PERSPECTIVE, IT RECOGNIZES INDIVIDUAL CONTRIBUTIONS AND PROVIDES
EMPLOYEES WITH GREATER CONTROL OVER THEIR EARNING POTENTIAL. THIS TWO-WAY
BENEFIT IS THE PRIMARY REASON MANY ORGANIZATIONS OPT FOR SOME FORM OF PAY
FOR PERFORMANCE.
12. IF YOU HAVE ANY SUGGESTIONS REGARDING PAY FOR PERFORMANCE OR ABOUT THE
PERSONNEL SYSTEM IN GENERAL, PLEASE E-MAIL THEM TO HRDESIGN(AT)DHS.GOV.
13. INTERNET RELEASE AUTHORIZED.
14. RONALD R. KOGUT, CHIEF, OFFICE OF CIVILIAN PERSONNEL SENDS.
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